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SUGGESTED REARRANGEMENT OF PARTNER AND PARTNER- 
SHIP PROVISIONS OF THE 1954 CODE 


Subchapter K—Partners and Partnerships 


Part I. Rules generally applicable to partners and partnerships. 
Part Il. Collapsible partnership transactions. 
Part III. Special rules for partners and partnerships. 


Part IV. Definitions. 
Part V. Effective date for subchapter. 


PART I RULES GENERALLY APPLICABLE TO PARTNERS 
AND PARTNERSHIPS 


Subpart A. Determination of tax liability, 
Subpart B. Contributions to a partnership. 
Subpart C. Distributions by a partnership. 
Subpart D. Transfers of interests in a partnership. 
Subpart E. Treatment of certain liabilities. 


Subpart A—-Determination of Tax Liability 


‘c. 701. Partners, not partnership, subject to tax. 
¢. 702. Income and credits of partner. 
ce. 703. Partnership computations. 

See. 704. Partner’s distributive share. 
( 
( 
( 
( 


Sec. 705. Determination of basis of partner’s interest. 
Sec. 706. Taxable years of partner and partnership. 

Sec. 707. Transactions between partner and partnership. 
See. 708. Continuation of partnership. 


SEC. 701. PARTNERS, NOT PARTNERSHIP, SUBJECT TO TAX. 

A partnership as such shall not be subject to the income tax imposed 
by this chapter. Persons carrying on business as partners shall be 
liable for income tax only in their separate or individual capacities. 
SEC. 702. INCOME AND CREDITS OF PARTNER. 

(a) GeneraL Rute. In determining his income tax, each partner 
shall take into account separately his distributive share of the 
partnership’s 

(1) gains and losses from sales or exchanges of capital assets held 
for not more than 6 months, 

(2) gains and losses from sales or exchanges of capital assets held 
for more than 6 months, 

(3) gains and losses from sales or exchanges of property described 
in section 1231 (relating to certain property used in a trade or 
business and involuntary conversions), 

(4) charitable contributions (as defined in section 170 (c)), 

(5) dividends with respect to which there is provided a credit 
under section 34, an exclusion under section 116, or a deduction 
under part VIIT of subchapter B, 


Sec. 701 


Sec. 702 
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Sec. 703 


Sec. 704 (a), (b) (ce) 
(1) and (d) 


(6) taxes, described in section 901, paid or accrued to foreign 
countries and to possessions of the United States, 

(7) partially tax-exempt interest on obligations of the United 
States or on obligations of instrumentalities of the United States 
as described in section 35 or section 242 (but, if the partnership 
elects to amortize the premiums on bonds as provided in section 
171, the amount received on such obligations shall be reduced by 
the reduction provided under section 171 (a) (3)), 

(8) other items of income, gain, loss, deduction, or credit, to the 
extent provided by regulations prescribed by the Secretary or his 
delegate, and 

(9) taxable income or loss, exclusive of items requiring separate 
computation under other paragraphs of this subsection. 

(b) CHARACTER OF ITEMS CoNnsTITUTING DISTRIBUTIVE SHARE.— 
The character of any item of income, gain, loss, deduction, or credit 
included in a partner’s distributive share under paragraphs (i) through 
(8) of subsection (a) shall be determined as if such item were realized 
directly from the source from which realized by the partnership, or 
incurred in the same manner as incurred by the partnership. 

(c) Gross INCOME oF A PartTNER.—In any case where it is necessary 
to determine the gross income of a partner for purposes of this title, 
such amount shall include his distributive share of the gross income of 
the partnership. 


SEC. 703. PARTNERSHIP COMPUTATIONS. 


(a) [INcome anp Depuctions.—The taxable income of a partner- 
ship shall be computed in the same manner as in the case of an indi- 
vidual except that— 

(1) the items described in section 702 (a) shall be separately 
stated, and 

(2) the following deductions shall not be allowed to the partner- 
ship: 

(A) the standard deduction provided in section 141, 

(B) the deductions for personal exemptions provided in section 
151, 

(C) the deduction for taxes provided in section 164 (a) with 
respect to taxes, described in section 901, paid or accrued to 
foreign countries and to possessions of the United States, 

(D) the deduction for charitable contributions provided in 
section 170, 

(E) the net operating loss deduction provided in section 172, 
and 
(F) the additional itemized deductions for individuals pro- 

vided in part VII of subchapter B (sec. 211 and following). 

(b) E.ections oF THe PartNersHip.—Any election affecting the 
computation of taxable income derived from a partnership shall be 
made by the partnership, except that the election under section 901, 
relating to taxes of foreign countries and possessions of the U nited 
States, shall be made by each partner separately. 


SEC. 704. PARTNER’S DISTRIBUTIVE SHARE. 

(a) Errect or PAartNeRsHIP AGREEMENT.—A partner’s distributive 
share of income, gain, loss, deduction, or credit shall, except as other- 
wise provided in this section, section 761 (relating to special rules for 
contributed property), and section 762 (relating to family partner- 
ships), be determined by the partnership agreement. 
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(b) Distrinutive SHARe Dererminep sy Income: or Loss 
Ratio.—A partner’s distributive share of any item of income, gain, 
loss, deduction, or credit shall be determined in accordance with his 
distributive share of taxable income or loss of the partnership, as 
described in section 702 (a) (9), for the taxable year, if— 

(1) the partnership agree ment does not provide as to the partner’s 
distributive share of such item, or 

(2) the principal purpose of any provision in: the partnership 
agreement with respect to the partner’s distributive share of such 
item is the avoidance or evasion of any tax imposed by this subtitle. 

(c) Conrrinutep Proprerry.—In determining a partner’s distribu- 
tive share of items described in section 702 (a), depreciation, depletion, 
or gain or loss with respect to property contributed to the partnership 
by a partner shall, except to the extent otherwise provided in section 
761 (relating to special rules for contributed property), be allocated 
among the partners in the same manner as if such property had been 
purchased by the partnership. 

(d) Limrration on ALLOWANCE oF Lossres.—A partner’s distribu- 
tive share of partnership loss (including capital loss) shall be allowed 
only to the extent of the adjusted basis of such partner’s interest in 
the partnership at the end of the partnership year in which such loss 
occurred. Any excess of such loss over such basis shall be allowed as 
a deduction at the end of the partnership year in which such excess is 
repaid to the partnership. 

SEC. 705. DETERMINATION OF BASIS OF PARTNER’S INTEREST. 

The adjusted basis of a partner’s interest in a partnership shall, 
except as otherwise provided in section 763 (relating to alternative 
rule for determination of basis of partner’s interest), be the basis of 
such interest determined under section 722 (relating to contributions 
to a partnership) or section 742 (relating to transfers of partnership 
interests) — 

(1) increased by the sum of his distributive share for the taxable 
year and prior taxable years of— 
(A) taxable income of the partnership as determined under 
section 703 (a), 
(B) income of the partnership exempt from tax under this 
title, and 
(C) the excess of the deductions for depletion over the basis 
of the property subject to de »pletion; and 
(2) decreased (but not below zero) by distributions by the part- 
nership as provided in section 733 and by the sum of his distributive 
share for the taxable year and prior taxable years of— 
losses of the partnership, and 
(B) expenditures of the partnership not deductible in comput- 
ing its taxable income and not properly chargeable to capital 
account. 


SEC. 706. TAXABLE YEARS OF PARTNER AND PARTNERSHIP. 

Yrar tv Wuicn Partnersuie Income 1s. INctuprpie.—lIn 
computing the taxable income of a partner for a taxable year, the 
inclusions required by section 702 and section 707 (b) .with respect 
to a partnership shall be based on the income, gain, loss, deduction, 
or credit of the partnership for any taxable year of the ‘partnership 
ossdilats within or with the taxable year of the partner. 


Sec. 705 (a) 


Sec. 796 (a), (b) and 
(ce) (1) 
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Sec. 707 (a) and (c) 


Sec. 708 (a) and (b) 
() 


(b) ApopTion or TaxaBLE YEAR.— 

(1) PARTNERSHIP’S TAXABLE YEAR.—The taxable year of a part- 
nership shall be determined as though the partnership were a tax- 
payer. A partnership may not change to, or adopt, a taxable year 
other than that of all its principal partners unless it establishes, to 
the satisfaction of the Secretary or his delegate, a business purpose 
therefor. 

(2) PARTNER’S TAXABLE YEAR.—A partner may not change to a 
taxable year other than that of a partnership in which he is a 
principal partner unless he establishes, to the satisfaction of the 
Secretary or his delegate, a business purpose therefor. 

(3) PRINcIPAL PARTNER.—For the purpose of this subsection, a 
principal partner is a partner having an interest of 5 percent or 
more in partnership profits or capital. 

(c) CLosina oF PARTNERSHIP YEAR.—Except in the case of a ter- 
mination of a partnership and except as provided in section 764 
(relating to a partner who retires or sells an interest in a partnership), 
the taxable year of a partnership shall not close as the result of the 
death of a partner, the entry of a new partner, the liquidation of a 
partner’s interest in the partnership, or the*sale or exchange of a 
partner’s interest in the partnership. 


SEC. 707. TRANSACTIONS BETWEEN PARTNER AND PARTNERSHIP. 

(a) Partner Nor Actine rn Capacity As PartNer.—If a partner 
engages in a transaction with a partnership other than in his capacity 
as a member of such partnership, the transaction shall, except as 
otherwise provided in this section and in section 765 (relating to 
certain sales or exchanges of preperty with respect to controlled 
partnerships), be considered as occurring between the partnership and 
one who is not a partner. 

(b) GuaRANTEED Payments.—To the extent determined without 
regard to the income of the partnership, payments to a partner for 
services or the use of capital shall be considered as made to one who 
is not a member of the partnership, but only for the purposes of sec- 
tion 61 (a) (relating to gross income) and section 162 (a) (relating to 
trade or business expenses). 

SEC. 708. CONTINUATION OF PARTNERSHIP. 

(a) GenerRAL Rute.—For purposes of this subchapter, an existing 
partnership shall be considered as continuing if it is not terminated. 

(b) TeERMINATION.— 

(1) GENERAL RULE.—For purposes of subsection (a), a partner- 
ship shall be consider ed as terminated only if— 

(A) no part of any business, financial operation, or venture 
of the partnership continues to be carried on by any of its partners 
in a partnership, or 

(B) within a 12-month period there is a sale or exchange of 
50 percent or more of the total interest in partnership capital 
and profits. 

(2) Cross REFERENCE.—For special rules to be applied in the 
case of mergers or consolidations and divisions of partnerships, see 

section 766, 
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Subpart B—Contributions to a Partnership 


Sec. 721. Nonrecognition of gain or loss on contribution. 
Sec. 722. Basis of contributing partner’s interest. 
Sec. 723. Basis of property contributed to partnership. 


SEC. 721. NONRECOGNITION OF GAIN OR LOSS ON CONTRIBUTION. Sec. 721 
No gain or loss shall be recognized to a partnership or to any of its 

partners in the case of a contribution of property to the partnership 

in exchange for an interest in the partnership. 

4 SEC, 722. BASIS OF CONTRIBUTING PARTNER’S INTEREST. Sec. 722 

The basis of an interest in a partnership acquired by a contribution 

of property, including money, to the partnership shall be the amount 

of such money and the adjusted basis of such property to the contrib- 

uting partner at the time of the contribution. 

SEC. 723. BASIS OF PROPERTY CONTRIBUTED TO PARTNERSHIP. os, S20 
The basis of property contributed to a partnership by a partner 

shall be the adjusted basis of such property to the contributing 

partner at the time of the contribution. 


Subpart C— Distributions by a Partnership 


Sec. 731. Extent of recognition of gain or loss on distribution. 
Sec. 732. Basis of distributed property other than money. 
Sec. 733. Basis of distributee partner’s interest. 

Sec. 734. Basis of undistributed partnership property. 

Sec. 735. Holding period for distributed property. 


SEC. 731. EXTENT OF RECOGNITION OF GAIN OR LOSS ON DISTRIBU. Sec. 731 
TION. 
(a) PartNers.—lIn the case of a distribution by a partnership to 
a partner 
(1) gain shall not be recognized to such partner, except to the 
extent that any money distributed exceeds the adjusted basis of 
such partner’s interest in the partnership immediately before the 
distribution, and 
(2) loss shall not be recognized to such partner, except that upon 

a distribution in liquidation of a partner’s interest in a partnership 

where no property other than that described in subparagraph (A) 

or (B) is distributed to such partner, loss shall be recognized to the 

extent of the excess of the adjusted basis of such partner’s interest 
in the partnership over the sum of 
(A) any money distributed, and 
(B) the basis to the distributee, as determined under section 
32, of any unrealized receivables (as defined in section 751 (a)) 
and inventory (as defined in section 751 (b) (2)). 
Any gain or loss recognized under this subsection shall be considered 
as grin or loss from the sale or exchange of the partnership interest 
of the distributee partner. 

(b) PARTNERSHIPS.—No gain or loss shall be recognized to a 
partnership on a distribution to a partner of property, including 
money. 

(c) Exceptions.—This section shall not apply to the extent other- 
wise provided by section 750 (a) (relating to unrealized receivables 
and inventory items) and section 776 (relating to payments to a re- 
tiring partner or a deceased partner’s successor in interest). 

20341—58——2 
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Sec. 732 (a), (b), (c) 


and (e 


Sec. 734 (a) 


Sec. 735 (b) 
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SEC. 732. BASIS OF DISTRIBUTED PROPERTY OTHER THAN MONEY. 

(a) DistrinuTIONS OTHER THAN IN LIQUIDATION OF A PARTNER’S 
INTEREST.— 

(1) GENERAL RULE.—The basis of property (other than money) 
distributed by a partnership to a partner other than in liquidation 
of the partner’s interest shall, except as provided in paragraph (2), 
be its adjusted basis to the partnership immediately before such 
distribution. 

(2) Limrration.—The basis to the distributee partner of property 
to which paragraph (1) is applicable shall not exceed the adjusted 
basis of such partner’s interest in the partnership reduced by any 
money distributed in the same transaction. 

(b) Distrrputions 1n Liqurpation.—The basis of property (other 
than money) distributed by a partnership to a partner in liquidation 
of the partner’s interest shall be an amount equal to the adjusted basis 
of such partner’s interest in the partnership reduced by any money 
distributed in the same transaction. 

(c) ALLocaTIon oF Basits.—The basis of distributed properties to 
which subsection (a) (2) or subsection (b) is applicable shall be allo- 
cated— 

(1) first to any unrealized receivables (as defined in section 
751 (a)) and inventory items (as defined in section 751 (c) (2)) in 
an amount equal to the adjusted basis of each such property to the 
partnership (or if the basis to be allocated is less than the sum of 
the adjusted bases of such properties to the partnership, in propor- 
tion to such bases), and 

(2) to the extent of any remaining basis, to any other distributed 
properties in proportion to their adjusted bases to the partnership. 
(d) Exception.—This section shall not apply to the extent that a 

distribution is treated as a sale or exchange of property under section 
750 (a) (relating to unrealized receivables and inventory items). 
SEC. 733. BASIS OF DISTRIBUTEE PARTNER’S INTEREST. 

In the case of a distribution by a partnership to a partner other 
than in liquidation of a partner’s interest, the adjusted basis to such 
partner of his interest in the partnership shall be reduced (but not 
below zero) by- 

(1) the amount of any money distributed to such partner, and 

(2) the amount of the basis to such partner of distributed prop- 
erty other than money, as determined under section 732. 

SEC. 734. BASIS OF UNDISTRIBUTED PARTNERSHIP PROPERTY. 

The basis of partnership property shall not be adjusted as the result 
of a distribution of property to a partner unless the election, provided 
in section 780 (relating to optional adjustment to basis of partnership 
property), is in effect with respect to such partnership. 

SEC. 735. HOLDING PERIOD FOR DISTRIBUTED PROPERTY. 

In determining the period for which a partner has held property 
received in a distribution from a partnership (other than for purposes 
of inventory items referred to in section 750 (b) (2)), there shall be 
included the holding period of the partnership, as determined under 
section 1223, with respect to such property. 
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Subpart D—Transfers of Interests in a Partnership 


Sec. 741. Recognition and character of gain or loss on sale or exe 
change. 
Sec. 742. Basis of transferee partner’s interest. 
Sec. 743. Basis of partnership property. 
SEC. 741, RECOGNITION AND CHARACTER OF GAIN OR LOSS ON 
SALE OR EXCHANGE. 

In the case of a sale or exchange of an interest in a partnership, gain 
or loss shall be recognized to the transferor partner. Such gain or 
loss shall be considered as gain or loss from the sale or exchange of a 
capital asset, except as otherwise provided in section 749 (relating to 
unrealized receivables and inventory items which have appreciated 
substantially in value). 

SEC. 742. BASIS OF TRANSFEREE PARTNER’S INTEREST. 


The basis of an interest in a partnership acquired other than by 
contribution shall be determined under part IL of subchapter O (sec. 
1011 and following). 


SEC. 743. BASIS OF PARTNERSHIP PROPERTY. 

The basis of partnership property shall not be adjusted as the 
result of a transfer of an interest in a partnership by sale or exchange 
or on the death of a partner unless the election provided by section 780 
(relating to optional adjustment to basis of partnership property) is in 
effect with respect to such partnership. 


Subpart E—-Treatment of Certain Liabilities 


Sec. 746. Treatment of certain liabilities. 
SEC. 746. TREATMENT OF CERTAIN LIABILITIES. 

(a) INcREASE IN PaRTNeR’s LIABILITIES.—Any increase in a part- 
ner’s share of the liabilities of a partnership, or any increase in a 
partner’s individual liabilities by reason of the assumption by such 
partner of partnership liabilities, shall be considered as a contribution 
of money by such partner to the partnership. 

(b) Decrease In PartNner’s Liapiiiries.—Any decrease in a 
partner’s share of the liabilities of a partnership, or any decrease in a 
partner’s individual liabilities by reason of the assumption by the 
partnership of such individual liabilities, shall be considered as a 
distribution of money to the partner by the partnership. 

(c) Liasiniry To Wuicu Property 1s SuBpsect.—For purposes of 
this section, a liability to which property is subject shall, to the 
extent of the fair market value of such property, be considered as a 
liability of the owner of the property. 

(d) Sate orn Excuanae or AN Inrerest.—In the case of a sale 
or exchange of an interest in a partnership, liabilities shall be treated 
in the same manner as liabilities in connection with the sale or exchange 
of property not associated with partnerships. 


Sec. 741 


Sec. 742 


Sec. 743 (a) 


Sec. 752 
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Sec. 751 (a) 


Sec. 751 (b) and 
735 (a) 
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PART II—COLLAPSIBLE PARTNERSHIP TRANSACTIONS 


Sec. 749. Sale or exchange of unrealized receivables or inventory 
items. 
Sec. 750. Distributions with respect to unrealized receivables or 
inventory items. 
Sec. 751. Definition of unrealized receivables and inventory items. 
SEC. 749. SALE OF EXCHANGE OF UNREALIZED RECEIVABLES OR 
INVENTORY ITEMS. 

The amount of any money, or the fair market value of any property, 
received by a transferor partner in exchange for all or a part of his 
interest in the partnership attributable to— 

(1) unrealized receivables of the partnership, or 
(2) inventory items of the partnership which have appreciated 
substantially in value, 
shall be considered as an amount realized from the sale or exchange 
of property other than a capital asset. 


SEC. 750. DISTRIBUTIONS WITH RESPECT TO UNREALIZED RECEIV- 
ABLES OR INVENTORY ITEMS. 
(a) DistrinutTions TrReatTeD As SALES oR ExcHANGES.— 
(1) GENERAL RULE.—To the extent a partner receives in a dis- 
tribution— 
(A) partnership property described in section 749 (1) or (2) 
in exchange for all or a part of his interest in other partnership 
property (including money), or 
(B) partnership property (including money) other than prop- 
erty described in section 749 (1) or (2) in exchange for all or a 
part of his interest in partnership property described in section 
749 (1) or (2), 
such transactions shall, under regulations prescribed by the Sec- 
retary or his delegate, be considered as a sale or exchange of such 
property between the distributee and the partnership (as consti- 
tuted after the distribution). 

(2) Exceprions.—Paragraph (1) shall not apply to— 
(A) a distribution of property which the distributee contributed 
to the partnership, or 
(B) payments, described in section 776 (a), to a retiring partner 
or successor in interest of a deceased partner. 
(b) DistripuTeD PROPERTY SUBSEQUENTLY SOLD OR EXCHANGED. 

(1) UNR®ALIZED RECeIVABLES.—Gain or loss on the disposition 
by a distributee partner of unrealized receivables (as defined in 
section 751 (a)) distributed by a partnership, shall be considered 
gain or loss from the sale or exchange of property other than a 
capital asset. 

(2) Invenrory 1remMs.—Gain or loss on the sale or exchange by 
a distributee partner of inventory items (as defined in section 751 
(b) (2)) distributed by a partnership shall, if sold or exchanged 
within 5 years from the date of the distribution, be considered gain 
or loss from the sale or exchange of property other than a c apital 
asset. 
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SEC. 751. DEFINITION OF UNREALIZED RECEIVABLES AND INVENTORY Sec. 751 (c) and (d) 
ITEMS. 

(a) UNREALIZED RecervaABLEsS.—For purposes of this subchapter, 
the term “unrealized receivables” includes, to the extent not previ- 
ously includible in income under the method of accounting used by the 
partnership, any rights (contractual or otherwise) to payment for— 

(1) goods delivered, or to be delivered, to the extent the proceeds 
therefrom would be treated as amounts received from the sale or 
exchange of property other than a capital asset, or 

(2) services rendered, or to be rendered. 

(b) Inventory Items Wuaicu Have ApprRecIATED SUBSTANTIALLY 
IN VALUE.— 

(1) SUBSTANTIAL APPRECIATION.—Inventory items of the part- 
nership shall be considered to have appreciated substantially in 
value if their fair market value exceeds— 

(A) 120 percent of the adjusted basis to the partnership of 
such property, and 

(B) 10 percent of the fair market value of all partnership 
property, other than money. 

(2) INveNTORY ITEMs.—For purposes of this subchapter the term 

“inventory items’? means 

(A) property of the partnership of the kind described in section 
1221 (1), 

(B) any other property of the partnership which, on sale or 
exchange by the partnership, would be considered property other 
than a capital asset and other than property described in section 
1231, and 

(C) any other property held by the partnership which, if held 
by the selling or distributee partner, would be considered property 
of the type described in subparagraph (A) or (B). 


PART III—SPECIAL RULES FOR PARTNERS 
AND PARTNERSHIPS 
Subpart A. Special rules in determining tax liability. 


Subpart B. Termination of retiring or deceased partner’s interest. 
Subpart C. Special adjustments to basis of partnership property. 





o~ et 
aw 


Subpart A—Special Rules in Determining Tax Liability 


Sec. 761. Special rules for contributed property. 
Sec. 762. Family partnerships. 
Sec. 763. Alternative rule for determination of basis of partner’s 
interest. 
Sec. 764. Closing of partnership taxable year for partner who dis- 
poses of part or all of interest. 
Sec. 765. Certain sales or exchanges of property with respect to con- 
trolled partnerships. 
Sec. 766. Continuing partnership in mergers or consolidations and 
divisions. 
SEC. 761. SPECIAL RULES FOR CONTRIBUTED PROPERTY. eo 
(a) Errect oF Parrnersuip AGREEMENT.—If the partnership 
agreement so provides, depreciation, depletion, or gain or loss with 
respect to property contributed to the partnership by a partner shall, 
under regulations prescribed by the Secretary or his delegate, be 
shared among the partners so as to take account of the variation 
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Sec. 704 (e) 


Sec. 705 (b) 


Sec. 706 (c) (2) 
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between the basis of the property to the partnership and its fair 
market value at the time of contribution. 

(b) Unpivipep IntTrerests.—If the partnership agreement does 
not provide otherwise, depreciation, depletion, or gain or loss with 
respect to undivided interests in property contributed to a partner- 
ship shall be determined as though such undivided interests had not 
been contributed to the partnership. This paragraph shall apply 
only if all the partners had undivided interests in such property prior 
to contribution and their interests in the capital and profits of the 
partnership correspond with such undivided interests. 

(c) Cross Rererence.—For general rule for the treatment of 
contributed property, see section 704 (c). 

SEC. 762. FAMILY PARTNERSHIPS. 

(a) RecoGnition oF INTEREST CREATED BY PURCHASE OR GIFT. 

A person shall be recognized as a partner for purposes of this sub- 
title if he owns a capital interest in a partnership in which capital is 
a material income-producing factor, whether or not such interest 
was derived by purchase or gift from any other person. 

(b) Distrisutive SHARE OF DoneE INCLUDIBLE IN Gross IN- 
comE.—In the case of any partnership interest created by gift, the 
distributive share of the donee under the partnership agreement 
shall be includible in his gross income, except to the extent that 
such share is determined without allowance of reasonable compen- 
sation for services rendered to the partnership by the donor, and 
except to the extent that the portion of such share attributable to 
donated capital is proportionately greater than the share of the 
donor attributable to the donor’s capital. The distributive share 
of a partner in the earnings of the partnership shall not be dimin- 
ished because of absence due to military service. 

(c) PurcHAsSE OF INTEREST BY MemBeER OF Famity.—For pur- 
poses of this section, an interest purchased by one member of a 
family from another shall be considered to be created by gift from 
the seller, and the fair market value of the purchased interest shall 
be considered to be donated capital. The ‘family’ of any indi- 
vidual shall include only his spouse, ancestors, and lineal descend- 
ants, and any trusts for the primary benefit of such persons. 

SEC. 763. ALTERNATIVE RULE FOR DETERMINATION OF BASIS OF 
PARTNER’S INTEREST. 

The Secretary or his delegate shall prescribe by regulations the 
circumstances under which the adjusted basis of a partner’s interest in 
a partnership may be determined by reference to his proportionate 
share of the adjusted basis of partnership property upon a termination 
of the partnership. 


SEC. 764. CLOSING OF PARTNERSHIP TAXABLE YEAR FOR PARTNER 
WHO DISPOSES OF PART OR ALL OF INTEREST. 
(a) Disposition or Entire Interest.—The taxable year of 
partnership shall close— 
(1) with respect to a partner who sells or exchanges his entire 
interest in a partnership, and 
(2) with respect to a partner whose interest is liquidated, except 
that the taxable year of a ee with respect to a partner 


who dies shall not close prior to the end of the partnership’s taxable 
year. 
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Such partner’s distributive share of items described in section 702 (a) 
for such year shall be determined, under regulations prescribed by the 
Secretary or his delegate, for the period ending with such sale, 
exchange, or liquidation. 

(b) Disposition oF Less THan Entire Interest.—The taxable 
year of a partnership shall not close (other than at the end of a 
partnership’ s taxable year as determined under section 706 (b) (1)) 
with respect to a partner who sells or exchanges less than his entire 
interest in the partnership or with respect to a partner whose interest 
is reduced, but such partner’s distributive share of items described 
in section 702 (a) shall be determined by taking into account his vary- 
ing interests in the partnership during the taxable year. 

Cross Rererence.—For general rule for the closing of a 
partnership taxable year, see section 706 (c). 
SEC. 765. CERTAIN SALES OR EXCHANGES OF PROPERTY WITH 
RESPECT TO CONTROLLED PARTNERSHIPS. 

(a) Losses DisatLowEp.—No deduction shall be allowed in respect 
of losses from sales or exchanges of property (other than an interest 
in the partnership), directly or indirectly, between— 

(1) a partnership and a partner owning, directly or indirectly, 
more than 50 percent of the capital interest, or the profits interest, 
in such partnership, o1 

(2) two partnerships in which the same persons own, directly 
or indirectly, more than 50 percent of the capital interests or 
profits interests. 

In the case of a subsequent sale or exchange by a transferee described 
in this subsection, section 267 (d) shall be applicable as if the loss 
were disallowed under section 267 (a) (1). 

(b) Gains TreAatTED AS Orprnary INcome.—In the case of a sale 
or exchange, directly or indirectly; of property, which in the hands 
of the transferee, is property other than a capital asset as defined in 
section 1221— 

(1) between a partnership and a partner owning, directly or 
indirectly, more than 80 percent of the capital interest, or profits 
interest, in such partnership, or 

(2) between two partnerships in which the same persons own, 
directly or indirectly, more than 80 percent of the capital interests 
or profits jukabente, 

any gain recognized shall be considered as gain from the sale or 
exchange of property other than a capital asset. 

(c) OWNERSHIP OF A CAPITAL OR PROFITS INTEREST.—For pur- 
poses of subsections (a) and (b), the ownership of a capital or profits 
interest in a partnership shall be determined in accordance with the 
rules for constructive ownership of stock provided in section 267 (ce) 
other than paragraph (3) of such section. 

(d) Cross Rererunce.—For general rules applicable in the case 
of transactions between partner and partnership, see section 707. 


Sec. 707 (b) 


13 
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Sec. 708 (b) (2) SEC. 766. CONTINUING PARTNERSHIP IN MERGERS OR CONSOLIDA- 
TIONS AND DIVISIONS. 

(a) Mercer or ConsoutipaTion.—In the case of the merger 
or consolidation of two or more partnerships, the resulting partner- 
ship shall, for purposes of this section, be considered the continuation 
of any merging or consolidating partnership whose members own an 
interest of more than 50 percent in the capital and profits of the 
resulting partnership. 

(b) Division OF A PARTNERSHIP.—In the case of a division of a 
partnership into two or more partnerships, the resulting partnerships 
(other than any resulting partnership the members of which had an 
interest of 50 percent or less in the capital and profits of the prior 
partnership) shall, for purposes of this section, be considered a con- 
tinuation of the prior partnership. 

(c) Cross Rergerence.—For general rules applicable in determin- 
ing a continuing partnership, see section 708. 


Subpart B—Termination of Retiring or Deceased Partner’s Interest 


Sec. 776. Payments to a retiring partner or a deceased partner’s 
successor 1n interest. 
Sec. 777. Successor of partner receiving income in respect of a 
decedent. 
Sec. 736 SEC. 776. PAYMENTS TO A RETIRING PARTNER OR A DECEASED 
PARTNER’S SUCCESSOR IN INTEREST. 

(a) PAYMENTS ConstpERED AS DISTRIBUTIVE SHARE OR GuAR- 
\NTEED PAYMENTS.—Payments made in liquidation of the interest of 
a retiring partner or a deceased partner shall, except as provided in 
subsection (b), be considered 

(1) as a distributive share to the recipient of partnership income 
if the amount thereof is determined with regard to the income of 
the partnership, or 

(2) as a guaranteed payment described in section 707 (b) if the 
amount thereof is determined without regard to the income of the 
partnership. 

(b) Payments FoR INTEREST IN PARTNERSHIP.— 

1) GENERAL RULE.—Payments made in liquidation of the in- 
terest of a retiring partner or a deceased partner shall, to the 
extent such payments (other than payments described in para- 
graph (2)) are determined, under regulations prescribed by the 
Secretary or his delegate, to be made in exchange for the interest 
of such partner in partnership property, be considered as a dis- 
tribution by the partnership and not as a distributive share or 
guaranteed payment under subsection (a). : 

(2) SpectaL RuLES.—For purposes of this subsection, payments 
in exchange for an interest in partnership property shall not include 
amounts paid for— 

(A) unrealized receivables of the partnership (as defined 
section 751 (a)), or 

(B) good will of the partnership, except to the extent that the 
partnership agreement provides for a payment with respect to 
good will. 
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SEC. 777. PARTNER RECEIVING INCOME IN RESPECT OF DECEDENT. 

The amount includible in the gross income of a successor in interest 
of a deceased partner uader section 776 (a) shall be considered income 
in respect of a decedent under section 691. 


Subpart C—-Special Adjustments to Basis of Partnership Property 
Sec. 780. Manner of electing optional adjustment to basis of 
partnership property. 
Sec. 781. Optional adjustment in case of distribution of property. 
Sec. 782. Optional adjustment in case of transfer of interest. 
Sec. 783. Allocation of basis for optional adjustments. 
Sec. 784. Special basis to transferee upon subsequent distribution. 
SEC. 780. MANNER OF ELECTING OPTIONAL ADJUSTMENT TO BASIS 
OF PARTNERSHIP PROPERTY. 

If a partnership files an election, in accordance with regulations 
prescribed by the Secretary or his delegate, the basis of partnership 
property shall be adjusted, in the case of a distribution of property, 
in the manner provided in section 781 and, in the case of a transfer 
of a partnership interest, in the manner provided in section 782. 
Such an election shall apply with respect to all distributions of property 
by the partnership onal ta all transfers of interests in the partnership 
during the taxable year with respect to which such election was filed 
and all subsequent taxable years. Such election may be revoked by 
the partnership, subject to such limitations as may be provided by 
regulations prescribed by the Secretary or his delegate. 

SEC. 781. OPTIONAL ADJUSTMENT IN CASE OF DISTRIBUTION OF 
PROPERTY. 

(a) Mernop or ApsustmentT.—lIn the case of a distribution of 
property to a partner, a partnership, with respect to which the election 
provided in section 780 is in effect, shall— 

(1) increase the adjusted basis of partnership property by— 

(A) the amount of any gain recognized to the distributee 
partner with respect to such distribution under section 731 (a) (1), 
and 

(B) in the case of distributed property to which section 732 
(a) (2) or (b) applies, the excess of the adjusted basis of the 
distributed property to the partnership immediately before the 
distribution (as adjusted by section 784) over the basis of the 
distributed property to the distributee, as determined under 
section 732, or 
(2) decrease the adjusted basis of partnership property by— 

(A) the amount of any loss recognized to the distributee 
partner with respect to such distribution under section 731 (a) 
(2), and 

(B) in the case of distributed property to which section 732 (b) 
applies, the excess of the basis of the distributed property to the 
distributee, as determined under section 732, over the adjusted 
basis of the distributed property to the partnership immediately 
before such distribution (as adjusted by section 784). 

(b) ALLocaTion oF Basts.—The allocation of basis among partner- 
ship properties where subsection (a) is applicable shall be made in 
accordance with the rules provided in section 783. 

(c) Cross Rererence.—For general rule as to adjustment to basis 
of partnership property upon a distribution, see section 734. 


20341—58——_3 


Sec. 753 


Sec. 754 


Sec. 734 (b) and (c) 
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Soc. 743 (b) and (c) 


Sec. 755 


SEC. 782. OPTIONAL ADJUSTMENT IN CASE OF TRANSFER OF 
INTEREST. 

(a) ApsuSTMENT TO Basis oF PARTNERSHIP Property.—lIn the 
case of a transfer of an interest in a partnership by sale or exchange 
or upon the death of a partner, a partnership with respect to which 
the election provided in section 780 is in effect shall— 

(1) increase the adjusted basis of the partnership property by 
the excess of the basis to the transferee partner of his interest in 
the partnership over his proportionate share of the adjusted basis 
of the partnership property, or 

(2) decrease the adjusted basis of the partnership property by 
the excess of the transferee partner’s proportionate share of the 
adjusted basis of the partnership property over the basis of his 
interest in the partnership. 

Under regulations prescribed by the Secretary or his delegate, such 
increase or decrease shall constitute an adjustment to the basis of 
partnership property with respect to the transferee partner only. A 
partner’s proportionate share of the adjusted basis of partnership 
property shall be determined in accordance with his interest in part- 
nership capital and, in the case of an agreement described in section 
761 (a) (relating to effect of partnership agreement on contributed 
property), such share shall be determined by taking such agreement 
into account. In the case of an adjustment under this subsection to 
the basis of partnership property subject to depletion, any depletion 
allowable shall be determined separately for the transferee partner 
with respect to his interest in such property. 

(b) Atiocation or Basts.—The allocation of basis among part- 
nership properties where subsection (a) is applicable shall be made 
in accordance with the rules provided in section 783, 

(c) Cross Rererence.—For general rule as to adjustment to basis 
of partnership property upon a transfer of an interest, see section 
743. 

SEC. 783. ALLOCATION OF BASIS FOR OPTIONAL ADJUSTMENTS. 

(a) GeneraAL Ruie.—Any increase or decrease in the adjusted 
basis of partnership property under section 781 (relating to the 
optional adjustment to the basis of undistributed partnership prop- 
erty) or section 782 (relating to the optional adjustment to the basis 
of portent property in the case of a transfer of an interest in a 
partnership) shall, except as provided in subsection (b), be allocated 

(1) in a manner which has the effect of reducing the difference 
between the fair market value and the adjusted basis of partnership 
properties, or 

(2) in any other manner permitted by regulations prescribed by 
the Secretary or his delegate. 

(b) Spectan Rute.—In “applying the allocation rules provided in 
subsection (a), ine reases or decreases in the adjusted basis of partner- r- 
ship property arising from a distribution of, or a transfer of an interest 
attributable to, property consisting of— 

(1) capital assets and property described in section 1231 (b), o1 

(2) any other property of the partnership, 

shall be allocated to partnership property of a like character except 
that the basis of any such partnership property shall not be reduced 
below zero. If, in the case of a distribution, the adjustment to basis 
of property described in paragraph (1) or (2) is prevented by the 
absence of such property or by insufficient adjusted basis for such 
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property, such adjustment shall be applied to subsequently acquired 
property ‘of a like character in accordance with regulations prescribed 
by the Secretary or his delegate. 


SEC. 784. SPECIAL BASIS TO TRANSFEREE UPON SUBSEQUENT 
DISTRIBUTION. 

For purposes of section 732, a partner who acquired all or a part of 

his interest by a transfer with respect to which the election provided 
in section 780 is not in effect, and to whom a distribution of property 
(other than money) is made with respect to the transferred interest 
within 2 years after such transfer, may elect, under regulations pre- 
scribed by the Secretary or his delegate, to treat as the adjusted part- 
nership basis of such property the adjusted basis such property would 
have if the adjustment provided in section 782 were in effect with 
respect to the partnership property. ‘The Secretary or his delegate 
may by regulations require the application of this section in the case 
of a distribution to a transferee partner, whether or not made within 
2 years after the transfer, if at the time of the transfer the fair market 
value of the partnership property (other than money) exceeded 110 
percent of its adjusted basis to the partnership. 


PART IV—DEFINITIONS 


Sec. 788. Terms defined. 
SEC. 788. TERMS DEFINED. 

(a) PartNersHip:—For papers of this subtitle, the term “partner- 
ship” includes a syndicate, group, pool, joint venture, or other unin- 
corporated organization through or by means of which any business, 
financial operation, or venture is ¢% arried on, and which is not, within 
the meaning of this title, a corporation or a trust or estate. Under 
regulations ‘the Secretary or his delegate may, at the election of all 
the members of an unincorporated organization, exclude such organ- 
ization from the application of all or part of this subchapter, if it is 
availed of- 

(1) for investment purposes only and not for the active conduct 
of a business, or 
(2) for the joint production, extraction, or use of property, but 
not for the purpose of selling services or property produced or 
extracted, 
if the income of the members of the organization may be adequately 
determined without the computation of partnership taxable income. 

(b) Parrner.—For purposes of this subtitle, the term “partner’’ 
means a member of a partnership. 

(c) ParrNersuip AGREEMENT.—For purposes of this subchapter, a 
partnership agreement includes any modifications of the partnership 
agreement made prior to, or at, the time prescribed by law for the 
filing of the partnership return for the taxable year (not including 
extensions) which are agreed to by all the partners, or which are 
adopted in such other manner as may be provided by the partnership 
agreement. 

(d) LiquiIpATION oF A PARTNER’s INTEREST.—For purposes of this 
subchapter, the term “liquidation of a partner’s interest’? means the 
termination of a partner’s entire interest in a partnership by means of 
a distribution, or a series of distributions, to the partner by the 
partnership. 


Sec. 732 (d) 


Sec. 761 
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Sec. 771 (a) and (b) 


PART V—EFFECTIVE DATE FOR SUBCHAPTER 


Sec. 791. Effective date. 


SEC. 791. EFFECTIVE DATE. 


(a) GENERAL RULE.- 

(1) TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1954.— 
Except as provided in subsection (b), this subchapter shall apply 
with respect to— 

(A) any partnership taxable year beginning after December 

31, 1954, and 

(B) any part of a partner’s taxable year falling within such 
partnership taxable year. 

(2) APPLICATION OF PRIOR PROVISIONS.—Except as provided in 
subsection (b), sections 113 (a), (13), 181 to 191 (inclusive), and 
3797 (a) (2) of the Internal Revenue Code of 1939 shall apply with 
respect to— 

(A) any partnership taxable year beginning before January 1 

1955, and 

(B) any part of a partner’s taxable year falling within such 
partnership taxable year. 
(b) Specta, Rutes.— 

(1) ADOPTION OF TAXABLE YEAR.—Section 706 (b) (relating to 
the adoption of a taxable year by a partnership or partner) shall 
apply to— 

(A) any partnership which adopts, or changes to, a taxable 
year beginning after April 1, 1954, and 
(B) any partner who changes to a taxable year beginning after 

April 1, 1954. 

For the purpose of applying this paragraph, section 708 and section 
766 (relating es the continuation of a partnership) shall be effective 
for taxable years beginning after April 1, 1954. 

(2) PROPERTY DISTRIBUTED BY A PARTNERSHIP.—Section 750 (b) 
(relating to the character of gain or loss on the disposition of prop- 
erty distributed by a partnership) shall apply only to property 
distributed by a partnership after March 9, 1954. 

(3) UNREALIZED RECEIVABLES AND INVENTORY ITEMS.—Sections 
749, 750 (a) and 751 (relating to unrealized receivables and inven- 
tory items) shall apply with respect to gain or loss to a seller, dis- 
tributee, or partnership in the case of a sale, exchange, or distribu- 
tion occurring after March 9, 1954. For the purpose of applying 
this paragr aph i in the case of a taxable year beginning before January 
1, 1955, the other sections of this subchapter. shall be applicable to 
the extent provided by regulations prescribed by the Secretary or 
his delegate. 

(4) PARTNER RECEIVING INCOME IN RESPECT OF DECEDENT. 
Section 777 (relating to income in respect of a decedent) shall apply 
only in the case of payments made with respect to decedents dying 
after December 31, 1954. 


’ 








II—SUGGESTED REARRANGEMENT OF 
PARTNER AND PARTNERSHIP PROVISIONS 
AS THEY WOULD BE MODIFIED BY THE 
RECOMMENDATIONS OF THE ADVISORY GROUP 
ON SUBCHAPTER K 








SUGGESTED REARRANGEMENT OF PARTNER AND PARTNER- 
SHIP PROVISIONS OF THE 1954 CODE 


Subchapter K—Partners and Partnerships 


Part I. Rules generally applicable to partners and partnerships. 
Part II. Collapsible partnership transactions. 

Part III. Special rules for partners and partnerships. 

Part IV. Definitions. 

Part V. Effective date for subchapter. 


RULES GENERALLY APPLICABLE TO PARTNERS 
AND PARTNERSHIPS 


Subpart A. Determination of tax liability. 
Subpart B. Contributions to a partnership. 
Subpart C. Distributions by a partnership. 
Subpart D. Transfers of interests in a partnership. 
Subpart KE. Treatment of certain liabilities. 


Subpart A—-Determination of Tax Liability 


Sec. 701. Partners, not partnership, subject to tax. 

Sec. 702. Income and credits of partner. 

Sec. 703. Partnership computations. 

Sec. 704. Partner’s distributive share. 

Sec. 705. Determination of basis of partner’s interest. 
Sec. 706. Taxable years of partner and partnership. 

Sec. 707. Transactions between partner and partnership. 
Sec. 708. Continuation of partnership. 


SEC. 701. PARTNERS, NOT PARTNERSHIP, SUBJECT TO TAX. 
A partnership as such shall not be subject to the income tax imposed 
by this chapter. Persons carrying on business as partners shall be 
liable for income tax only in their separate or individual capacities. 
SEC. 702. INCOME AND CREDITS OF PARTNER. Sec. 702 amended. 
(a) GeneRAL Ruve.—lIn determining his income tax, each partner andi. ra ee 
shall take into account separately his distributive share of the 
partnership’s 
(1) gains and losses from sales or exchanges of capital assets held 
for not more than 6 months, 
(2) gains and losses from sales or exchanges of capital assets held 
for more than 6 months, 
(3) gains and losses from sales or exchanges of property described 
in section 1231 (relating to certain property used in a trade or 
business and involuntary conversions), 
(4) charitable contributions (as defined in section 170 (c)), 
(5) dividends with respect to which there is provided a credit 
under section 34, an exclusion under section 116, or a deduction 
under part VIII of subchapter B, 
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Sec. 703, amended. 


See report, item 4. 


(6) taxes, described in section 901, paid or accrued to foreign 
countries and to possessions of the United States, 

(7) partially tax-exempt interest on obligations of the United 
States or on obligations of instrumentalities of the United States 
as described in section 35 or section 242 (but, if the partnership 
elects to amortize the premiums on bonds as provided in section 
171, the amount rece-ved on such obligations shall be reduced by 
the reduction provided under section i71 (a) (3)) 

(8) other items of income, gain, loss, deduc ae or credit, to the 
extent provided by regulations prescribed by the Secretary or his 
delegate, and 

(9) taxable income or loss, exclusive of items requiring separate 
computation under other paragraphs of this subsection. 

(b) CHaRaAcTER OF IrEmMs ConstitruTING DisTrRIBUTIVE SHARE— 
The character of any item of income, gain, loss, deduction, or credit 
included in a partner’s distributive share under subsection (a) shall 
be determined as if such item were realized directly from the source 
from which realized by the partnership, or incurred in the same manner 
as incurred by the partnership. 

(c) Gross Income or A PartNeR.—In any case where it is necessary 
to determine the amount of the gross income of a partner for purposes 
of this title, such amount shall include the excess of his distributive 
share of the gross income of the partnership over any payments from 
the partnership included in his gross income as the result of the appli- 
cation of section 707. 

(d) Limrrations 1n Computina TaxaB_LE Incomer.—lIf any limita- 
tion on the amount of the exclusion or deduction of any item of in- 
come, gain, loss, deduction, or credit affecting the computation of 
taxable income is e xpressed in terms of a fixed ‘amount, or a percent- 
age of income, such limitation shall be applied only in the computation 
of each partner’s taxable income separately and not to the partnership 
computation of income. 

SEC. 703. PARTNERSHIP COMPUTATIONS. 


(a) Income AND Depuctrons.—The taxable income of a partner- 
ship shall be computed in the same manner as in the case of an indi- 
vidual except that— 

(1) the items described in section 702 (a) shall be separately 
stated, and 
(2) the following deductions shall not be allowed to the partner- 
ship: 
(A) the standard deduction provided in section 141, 
(B) the deductions for personal exemptions provided i in section 
151, 
(C) the deduction for taxes provided in section 164 (a) with 
respect to taxes, described in section 901, paid or accrued to 
foreign countries and to possessions of the United States, 

(D) the deduction for charitable contributions provided in 
section 170, 

(E) the net operating loss deduction provided in section 172, 
and 

(F) the additional itemized deductions for individuals pro- 
vided in part VII of subchapter B (sec. 211 and following). 
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(b) Depucrion or Or@ANIZATIONAL ExpENSsES oF PARTNERSHIP.— 

(1) ALLowance or pEbucTION.—A deduction, taken into account 

aM the manner provided in paragraph (2), shall be allowed to the 

ae for the organizational expenses (as defined in paragraph 
) of the partnership. 

“ PERIOD FOR WHICH DEDUCTION IS ALLOWABLE.—This deduc- 
tion for organizational expenses of the partnership shall be taken into 
account by the partnership— 

(A) for a period of 60 months beginning with the month in which 
such expenses were paid or accrued, and 

(B) any organizational expenses not previously deductible by 
the partnership shall be deductible by the partnership for its taxable 
year in which, or with which, the partnership is terminated in the 

manner described in section 708 (b). 

(3) DEFINITION OF ORGANIZATIONAL EXPENSES.—For purposes of 
this subsection, the term “organizational expenses’’ includes any ex- 
moe which is incident to— 

A) the creation of a new partnership, 

tB) the preparation of a partnership agreement for an existing 
partnership, 

(C) the amendment of an existing partnership agreement, or to 

D) the preparation or amendment of any agreement relating to 
the purchase or retirement of the interest of a withdrawing or deceased 
partner. 

(c) EL.ecrions or THE PArtTNERSHIP.—Any election affecting the 
computation of taxable income derived from a partnership shall be 
made by the partnership, except that the election under section 901, 
relating to taxes of foreign countries and possessions of the United 
States, shall be made by each partner separately. 

SEC, 704. PARTNER’S DISTRIBUTIVE SHARE. 

(a) Errecr or PARTNERSHIP AGREEMENT.—A partner’s distributive 
share of income, gain, loss, deduction, or credit shall, except as other- 
wise provided in this section, section 761 (relating to special rules for 
contributed property), and section 762 (relating to family partner- 
ships), be determined by the partnership agreement. 

(b) Distrisputive SHARE DetrerMINED By INCOME oR Loss 
Ratio.—A partner’s distributive share of any item of income, gain, 
loss, deduction, or credit shall be determined in accordance with his 
distributive share of taxable income or loss of the partnership, as 
described in section 702 (a) (9), for the taxable year, if— 

(1) the partnership agreement does not provide as to the partner’s 
distributive share of such item, or 

(2) the principal purpose of any provision in the partnership 
agreement with respect to the partner’s distributive share of such 
item is the avoidance or evasion of any tax imposed by this subtitle. 
(c) ConrrinuteD Properry.—TIn determining a partner’s distribu- 

tive share of items described in section 702 (a), depreciation, depletion, 
or gain or loss with respect to property contributed to the partnership 
by a partner shall, except to the extent otherwise provided in section 
761 (relating to special rules for contributed property), be allocated 
among the partners in the same manner as if such property had been 
purchased by the partnership. 

(d) Limrration oN ALLOWANCE or LossEes.—A partner’s distribu- 
tive share of partnership loss (including capital loss) shall be allowed 








Sec. 704 (a), (b), (c) 
(1) and (d) 
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only to the extent of the adjusted basis of such partner’s interest in 
the partnership ai the end of the partnership year in which such loss 
occurred. Any excess of such loss over such basis shall be allowed as 
a deduction at the end of the partnership year in which such excess is 
repaid to the partnership. 
Sec. 705 (b) amended. SEC, 705. DETERMINATION OF BASIS OF PARTNER’S INTEREST. 
See report, item 5. 

(a) Dererminarion or Basis.—The adjusted basis of a partner's 
interest in a partnership shall be deerme ie reference to his propor- 
tionate share of the adjusted basis of partnership property as if there had 
been a termination of the partnership, except that such basis shall be 
determined in the manner provided in section 768 if the partnership so 
elects (in accordance with regulations prescribed by the Secretary or his 
delegate), or if as the result of the limitation provided in subsection (b), 
this section is not applicable. 

(6) Limrrarion.—The adjusted basis of a partner's interest shall not 
be determined under this section if it is established that there has been one 
or more— 

(1) contributions to the partnership, 

(2) transfers of interests in the partnership, or 

(3) distributions by the partnership, 
which would result in a substantial difference in the basis for a partner’s 
interest computed under this section than if computed under section 768, 
except that the adjusted basis of a partner’s interest may nevertheless be 
determined under this section if such adjusted basis so computed is 
further adjusted (as required by regulations prescribed by the Secretary 
or his delegate) in a manner which eliminates any such substantial 


difference. 
Sec. 706 (a), (b) and SEC. 706. TAXABLE YEARS OF PARTNER AND PARTNERSHIP. 


(c) (1) amended. ‘ “ y 

See report, items 6 (a) Year IN Wauicn Parrnersuip Income 1s INcLUpIBLe.—In 

— computing the taxable income of a partner for a taxable year, the 
inclusions required by section 702 and section 707 (b) with respect 
to a partnership shall be based on the income, gain, loss, deduction, 
or credit of the partnership for any taxable year of the partnership 
ending within or with the taxable year of the partner. 

(b) AporTion OR CHANGE oF TAXABLE YEAR— 

(1) PARTNERSHIP’S TAXABLE YEAR.—The taxable year of a 
partnership shall be determined as though the partnership were 
a taxpayer. A partnership may not— 

(A) adopt a taxable year other than that of all its principal 
partners (except that if all the principal partners do not have the 
same taxable year, the partnership may adopt a calendar year), or 

(B) change to a taxable year other than that of all its principal 
partners, 

unless it establishes, to the satisfaction of the Secretary or his 
delegate, a business purpose therefor. 

(2) PARTNER'S TAXABLE YEAR.—A partner may not change his 
taxable year except as provided in section 442. 

(3) PrincipAL PARTNER.—For the purpose of this subsection, a 
principal partner is a partner having an interest of 5 percent or 
more in partnership profits or capital. 

(c) CLosinc or PartNersHie YEAR.—Except in the case of a ter- 
mination of a partnership and except as provided in section 764 
(relating to the closing of the taxable year of a partnership with respect 
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to a deceased partner and with respect to a partner who sells or 
exchanges an interest in the partnership), the taxable year of 
a partnership shall not close as the result of the death of a partner, 
the entry of a new partner, the liquidation of a partner’s interest in the 
partnership, or the sale or exc hange of a partner’s interest in the 
partnership. 


SEC. 707. TRANSACTIONS BETWEEN PARTNER AND PARTNERSHIP. 

(a) Partner Nor Actina 1n Capacity As Partner.—lIf a partner 
engages in a transaction with a partnership other than in his capacity 
as a member of such partnership, the transaction shall, except as 
otherwise provided in this section and in section 765 (relating to 
certain sales or exchanges of property with respect to controlled 
partne rship), be considered as occurring between the partnership and 
one who is not a partner. 

(b) GUARANTEED PaymMeEnts.—To the extent determined without 
regard to the income of the partnership, payments to a partner for 
services or the use of capital shall be considered as made to one who 
is not a member of the partnership, but only for the purposes of sec- 
tion 61 (a) (relating to gross income) and section 162 (a) (relating to 
trade or business expenses). 

SEC. 708. CONTINUATION OF PARTNERSHIP. 
(a) GeneRAL Rute.—For purposes of this subchapter, an existing 
partnership shall be considered as continuing if it is not terminated. 
) TERMINATION. 
(1) GeNERAL RULE.—For purposes of subsection (a), a partner- 
ship shall be considered as terminated only if— 

(A) no part of any business, financial operation, or venture 
of the partnership continues to be carried on by any of its partners 
in a partnership, or 

(B) within a 12-month period there are sales to or exchanges 
with persons other than partners who have been members of the 
partnership for a period of at least 12 months prior to such sales or 
exchanges, in the aggregate of 50 percent or more of the total 
interest in partnership capital and profits. 

(2) Cross REFERENCE.—For special rules to be applied in the 
case of mergers or consolidations and divisions of partnerships, see 

section 766. 


Subpart B— Contributions to a Partnership 


Sec. 721. Nonrecognition of gain or loss on contribution. 
Sec. 722. Basis of contributing partner’s interest. 
Sec. 723. Basis of property contributed to partnership. 


SEC. 721. NONRECOGNITION OF GAIN OR LOSS ON CONTRIBUTION. 

No gain or loss shall be recognized to a partnership or to any of its 
partners in the case of a contribution of property to the partnership 
in exchange for an interest in the partnership except to the extent 


provided in section 770 (relating to an interest in partnership capital 
exchanged { for services). 


Sec. 707 (a) and (c) 


Sec. 708 (a) and (b) 
(1), amended. See 
report, item 9. 


Sec. 721, amended, 
See report, item 10. 
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Sec. 722, amended. 
See report, item 10. 


Sec. 723 


Sec. 731, amended. 
See report, item 11. 


Sec. 732 (a), (b), and 
(c), amended. 
report, item 11. 


SEC. 722. BASIS OF CONTRIBUTING PARTNER’S INTEREST. 

The basis of an interest in a partnership acquired by a contribution 
of property, including money, to the partnership shall be the amount 
of such money and the adjusted basis of such property to the contrib- 
uting partner at the time of the contribution. The basis of an interest 
in a partnership acquired in exchange for the performance of services 


for the partnership shall be the amount deemed to be a contribution to the 


partnership by such person under section 770 (a). 


SEC. 723. BASIS OF PROPERTY CONTRIBUTED TO PARTNERSHIP. 

The basis of property contributed to a partnership by a partner 
shall be the adjusted basis of such property to the contributing 
partner at the time of the contribution. 


Subpart C—Distributions by a Partnership 


Sec. 731. Extent of recognition of gain or loss on distribution. 
Sec. 732. Basis of distributed property other than money. 
Sec. 733. Basis of distributee partner’s interest. 

Sec. 734. Basis of undistributed partnership property. 

Sec. 735. Holding period for partnership property. 


SEC. 731. EXTENT OF RECOGNITION OF GAIN OR LOSS ON DISTRIBU- 
TION. 


(a) Partners.—lIn the case of a distribution by a partnership to 
a partner— 

(1) gain shall not be recognized to such partner, except to the 
extent that any money distributed exceeds the adjusted basis of 
such partner’s interest in the partnership immediately before the 
distribution, and 

(2) loss shall not be recognized to such partner, except that upon 
a distribution in liquidation of a partner’s interest in a partnership 
where no property other than that described in subparagraph (A) 
or (B) is distributed to such partner, loss shall be recognized to the 
extent of the excess of the adjusted basis of such partner’s interest 
in the partnership over the sum of 

(A) any money distributed, and 
(B) the basis to the distributee, as determined under section 

732, of any section 751 assets (except property described in section 

751 (b)). 

Any gain or loss recognized under this subsection shall be considered 
as gain or loss from the sale or exchange of the partnership interest 
of the distributee partner. 

(b) PartNnersuips.—No gain or loss shall be recognized to a 
partnership on a distribution to a partner of property, including 
money. 

(c) Exceprions.—This section shall not apply to the extent other- 
wise provided by section 776 (relating to amounts paid to a retiring 
partner or a deceased partner’s successor in interest). 


SEC. 732. BASIS OF DISTRIBUTED PROPERTY OTHER THAN MONEY. 


(a) Distrinutions OTHER THAN IN LIQUIDATION OF A PARTNER’S 
INTEREST.— 
(1) GeneRAL RULE.—The basis of property (other than money) 
distributed by a partnership to a partner other than in liquidation 
of the partner’s interest shall, except as provided in paragraph (2), 
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be its adjusted basis to the partnership immediately before such 

distribution. 

(2) Limrration.—The basis to the distributee partner of property 
to which paragraph (1) is applicable shall not exceed the adjusted 
basis of such partner’s interest in the partnership reduced by any 
money distributed in the same transaction. 

(b) Disrriputions tn Liquipation.—The basis of property (other 
than money) distributed by a partnership to a partner in liquidation 
of the partner’s interest shall be an amount equal to the adjusted basis 
of such partner’s interest in the partnership reduced by any money 
distributed in the same transaction. 

(c) ALLocaTiIon or Basts.—-The basis of distributed properties to 
which subsection (a) (2) or subsection (b) is applicable shall be allo- 
cated 

(1) first to any section 751 assets (except property described in 
section 751 (6)) in an amount equal to the adjusted basis of each 
such property to the partnership (or if the basis to be allocated is 
less than the sum of the adjusted bases of such properties to the 
partnership, in proportion to such bases), and 

(2) to the extent of any remaining basis, to any other distributed 
properties in proportion to their adjusted bases to the partnership. 

SEC. 733. BASIS OF DISTRIBUTEE PARTNER’S INTEREST. 

In the case of a distribution by a partnership to a partner other 
than in liquidation of a partner’s interest, the adjusted basis to such 
partner of his interest in the partnership shall be reduced (but not 
below zero) by 

(1) the amount of any money distributed to such partner, and 

(2) the amount of the basis to such partner of distributed prop- 
erty other than money, as determined under section 732. 

SEC. 734. BASIS OF UNDISTRIBUTED PARTNERSHIP PROPERTY. 

The basis of partnership property shall not be adjusted as the result 
of a distribution of property to a partner unless the election, provided 
in section 780 (1) (relating to optional adjustment to basis of partner- 
ship property), is in effect with respect to such partnership. 

SEC, 735. HOLDING PERIOD FOR PARTNERSHIP PROPERTY. 

In determining the period for which a partner has held property 
received in a distribution from a partnership, there shall be included 
the holding period of the partnership, as determined under section 
1223, with respect to such property. 


Subpart D— Transfers of Interests in a Partnership 


Sec. 741. Recognition and character of gain or loss on sale or ex- 
change. 
12. Basis of transferee partner’s interest. 
13. Basis of partnership property. 


‘ ~ 
sec. ( 
pec. é 


SEC. 741. RECOGNITION AND CHARACTER OF GAIN OR LOSS ON 
SALE OR EXCHANGE. 

In the case of a sale or exchange of an interest in a partnership, gain 
or loss shall be recognized to the transferor partner. Such gain or 
loss shall be considered as gain or loss from the sale or exchange of a 
capital asset, except as otherwise provided in section 749 (relating to 
sales or exchanges of interests in partnerships resulting in ordinary 
ncome). 


Sec. 733 


Sec. 734 (a) 


Sec. 735 (b) amended. 
See report, item 13. 


Sec. 741 
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Sec. 742 


Sec. 743 (a) 


Sec. 752, amended. 
See report, item 18. 


Sec. 751 (a), amended. 
See report, item 17. 


SEC. 742. BASIS OF TRANSFEREE PARTNER’S INTEREST. 

The basis of an interest in a partnership acquired other than by 
contribution shall be determined under part II of subchapter O (sec. 
1011 and following). 

SEC. 743. BASIS OF PARTNERSHIP PROPERTY. 

The basis of partnership property shall not be adjusted as the result 
of a transfer of an interest in a partnership by sale or exchange or on 
the death of a partner unless the election provided by section 780 (2) 
(relating to optional adjustment to basis of partnership property for 
transfers of partnership interests) is in effect with respect to such 
partnership. 


Subpart E—Treatment of Certain Liabilities 


Sec. 746. Treatment of certain liabilities. 
SEC, 746. TREATMENT OF CERTAIN LIABILITIES. 

(a) INcREASE IN Parrner’s LIaBitiries.—Any increase in a part- 
ner’s share of the liabilities of a partnership, any increase in a partner’s 
individual liabilities by reason of the assumption by such partner of 
partnership liabilities, or any increase in a partner’s liability to the 
partnership, shall be considered as a contribution of money by such 
partner to the partnership. 

(b) Decrease IN Parrne»’s Liapitities.—Any decrease in a 
partner’s share of the liabilities of a partnership, any decrease in a 
partner’s individual liabilities by reason of the assumption by the 
partnership of such individual liabilities, or any decrease in a partner’s 
liability to a partnership, shall be considered as a distribution of 
money to the partner by the partnership. 

(c) Liapiniry ro Wuicw Property Is Supsect.—For purposes of 
this section, a liability to which property is subject shall, to the 
extent of the fair market value of such property, be considered as a 
liability of the owner of the property. 

(d) SALE oR ExcHANGE oF AN INTEREST.—In the case of a sale 
or exchange of an interest in a partnership, liabilities shall be treated 
in the same manner as liabilities in connection with the sale or exchange 
of property not associated with partnerships. 


PART II—-COLLAPSIBLE PARTNERSHIP TRANSACTIONS 


Sec. 749. Sale or exchange of interests in partnerships resulting in 
ordinary income. 

Sec. 750. Sale or exchange of distributed section 751 assets. 

Sec. 751. Definition of section 751 assets. 


SEC. 749. SALES OR EXCHANGES OF INTERESTS IN PARTNER. 
SHIPS RESULTING IN ORDINARY INCOME. 


(a) GenerRAL Rute.—To the extent that any gain is realized on a 
sale or exchange of an interest in a partnership, the amount of such gain 
attributable to section 751 assets of the partnership shall be considered as 
gain from the sale or exchange of property other than a capital asset. 
The amount of gain attributable to section 751 assets of the partnership 
shall be the amount of the transferor partner’s distributive share of any 
gain which would have been realized by the partnership if it had,soldjsuch 
assets on the date of the sale or exchange of the interest. 
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(b) Limirarion.—This section shall not apply unless the amount of 
the gain attributable to section 751 assets exceeds $1,000 and also exceeds 
15 percent of the amount realized, reduced by an allocable share of the 
liabilities of the partnership, in exchange for the entire interest transferred, 
SEC. 750. SALE OR EXCHANGE OF DISTRIBUTED SECTION 751 ASSETS 

Gain or loss on the disposition by a distributee partner (or by a 
person whose basis for any property received from such distributee partner 
is determined in whole or in part by reference to the basis of such property 
in the hands of such distributee partner) of section 751 assets (except 
property described in sec. 751 (b)) shall be considered gain or loss 
from the sale or exchange of atti the other than a capital asset. 

SEC. 751. DEFINITION OF SECTION 751 ASSETS 

(a) GeneraL Rute.—For purposes of this subchapter the term “‘ sec- 
tion 751 assets’ means property of the partnership described in subsection 
(b) and all other property of the partnership except property which, if it 
had been sold or exchanged at a gain, would be property gain from the sale 
or exchange of which under other provisions of this title would be considered 
as ga - from capital assets held for more than 6 months. 

(b) Secrion 1231 (b) Property Givine Rise ro Ner Losszs.— 
The term “section 751 assets’’ includes all property of the partnership of 
the type described in section 1231 (b) to the extent the sale at fair market 
value, of all such property by the partnership would result in a net loss. 

(c) Rute ror THE APPLICATION OF SuBSECTIONS (a) AND (b). 

(1) CHaRacTER oF PRopERTY.—The character of any property for 
purposes of subsections (a) and (6) shall be determined at the time of the 
sale or exchange of the interest (or distribution where applicable under 
other sections of this subchapter) as if the property were sold or exchanged 
directly by the person (or persons) relinquishing an interest in the prop- 
erty (giving due regard to the business, financial operation, or venture in 
which the partnership is engaged) and as if all property had been sold 
or exchanged in a single transaction. 

(2) Property HELD FOR NOT MORE THAN 6 MONTHS For pur- 
poses of the application of subsections (a) and (b) all property of the 
perience shall be deemed to have been held for more than 6 months 
(or for 12 months or more in the case of livestock described in section 


1231 (b) (3)) whether or not so held. 


Sec. 735 (a) amended. 
See report, item 13. 


Sec. 751 (c) and (d), 
amended. See 
report, item 17. 
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Sec. 704 (c) (2) and 
(3) 


Sec. 704 (e) 


PART III—SPECIAL RULES FOR PARTNERS 
AND PARTNERSHIPS 


Subpart A. Special rules in determining tax liability. 

Subpart B. Interest in partnership capital exchanged for services. 

Subpart C. Termination of retiring or deceased partner’s interest. 

Subpart D. Election of optional adjustments to basis of partnership 
property. 


Subpart A—-Special Rules in Determining Tax Liability 


Sec. 761. Special rules for contributed property. 

Sec. 762. Family partnerships. 

Sec. 763. Alternative rule for determination of basis of partner’s 
interest. 

Sec. 764. Closing of partnership taxable year for deceased partner or 
partner who sells or exchanges part or all of interest. 

Sec. 765. Certain sales or exchanges of property with respect to con- 
trolled partnerships. 

See. 766. Continuing partnership in mergers or consolidations and 
divisions. 

SEC. 761. SPECIAL RULES FOR CONTRIBUTED PROPERTY. 

(a) Errect or PartNersuip AGREEMENT.—If the partnership 
agreement so provides, depreciation, depletion, or gain or loss with 
respect to property contributed to the partnership by a partner shall, 
under regulations prescribed by the Secretary or his delegate, be 
shared among the partners so as to take account of the variation 
between the basis of the property to the partnership and its fair 
market value at the time of contribution. 

(b) Unpivipep Inrerests.—If the partnership agreement does 
not provide otherwise, depreciation, depletion, or gain or loss with 
respect to undivided interest in property contributed to a partner- 
ship shall be determined as though such undivided interests had not 
been contributed to the partnership. This paragraph shall apply 
only if all the partners had undivided interests in such property prior 
to contribution and their interests in the capital and profits of the 
partnership correspond with such undivided interests. 

(c) Cross Rererence.—For general rule for the treatment of 
contributed property, see section 704 (c). 

SEC. 762. FAMILY PARTNERSHIPS. 

(a) RecoGNITION oF INTEREST CREATED BY PURCHASE OR GIFT.— 
A person shall be recognized as a partner for purposes of this sub- 
title if he owns a capital interest in a partnership in which capital is 
a material income-producing factor, whether or not such interest 
was derived by purchase or gift from any other person. 

(b) DistriputTIvVE SHARE OF Donee INcCLUDIBLE IN Gross IN- 
coME.—In the case of any partnership interest created by gift, the 
distributive share of the donee under the partnership agreement 
shall be includible in his gross income, except to the extent that 
such share is determined without allowance of reasonable compen- 
sation for services rendered to the partnership by the donor, and 
except to the extent that the portion of such share attributable to 
donated capital is proportionately greater than the share of the 
donor attributable to the donor’s capital. The distributive share 
of a partner in the earnings of the partnership shall not be dimin- 
ished because of absence due to military service. 
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(c) PurcHase or INTEREST BY MEMBER OF FamiLy.—For pur- 
poses of this section, an interest purchased by one member of 
family from another shall be considered to be created by gift from 
the seller, and the fair market value of the purchased interest shall 
be considered to be donated capital. The “family” of any indi- 
vidual shall include only his spouse, ancestors, and lineal descend- 
ants, and any trusts for the primary benefit of such persons. 
SEC. 763. ALTERNATIVE RULE FOR DETERMINATION OF BASIS OF 
PARTNER’S INTEREST 
If section 705 is not applicable, the adjusted basis of a partner’s Sec-705 (a), amended. 
interest in a partnership shall be the basis of such interest determined — ; 
under section 722 (relating to contributions to a partnership) 
section 742 (relating to transfers of partnership interests)— 
(1) increased by the sum of his distributive share for the taxable 
year and prior taxable years of 
(A) taxable income of the partnership as determined under 
section 703 (a), 
(B) income of the partnership exempt from tax under this title 
and 
(C‘) the excess of the deductions for depletion over the basis of 
the property subject to depletion; and 
(2) decreased (but not below zero) by distributions by the partner- 
ship as provided in section 733 and by the sum of his distributive 
share for the taxable year and prior taxable years of 
) losses of the partnershi Ip, sa 
‘B ) expenditures of the partnership not deductible in computing 
its taxable income and not properly chargeable to capital account. 
SEC. 764. CLOSING OF PARTNERSHIP TAXABLE YEAR FOR DE- 
CEASED PARTNER OR PARTNER WHO SELLS OR EX- Sec. 706 (c) (2), 


CHANGES PART OR ALL OF INTEREST. - Sane 
(a) Dearu or pArtNER.—The taxable year of a partnership shall 

close with respect to a deceased partner as of the date of death of such 

partner, unless the successor in interest of such partner files an election 


not to close the taxable year + the partnership with respect to such partner 
as of f such date. Such election shall be filed in accordance with regula- 
tions prese) ribed by the Secretar y or his dele gate. In the event such election 
is filed, the taxable year of the partnership shall close with re spect to such 
partner 
(1) at the close of the partnership taxable year, if the interest of 
such partner is not sold. exchanged, or liquidated prior to the close of 
the partnership taxable year, 
(2) at whichever of the f following is the later 
(A) the dat O} f sale, ¢ rchan gé, or liquidation of the inte rest of the 
deceased partner (if occurring prior to the close of the partnership 
taxable year), or 
(B) the day following the death of such partner, 
if the interest of such partner is sold. ¢ rchanged, or liquidated by reason 
of an agreement which is Ope rative on the death of such partner, or 
(3) on the date of sale, exchange, or liquidation, if the interest of 
such partner is sold, exchanged , or liquidated subsequent to the date of 
his death but prior to the close of the par ‘tnership taxable year. 
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Sec. 707 (b), amended. 
See report, item 8. 
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(b) SALE OR LIQUIDATION OF INTEREST OF A PARTNER.— 

(1) DispostTIoN OF ENTIRE INTEREST.—Except as provided in 

subsection (a) the taxable year of a partnership shall close— 
(A) with respect to a partner who sells or exchanges his entire 
interest in a partnership, and 
(B) with respect to a partner whose interest is liquidated. 
Such partner’s distributive share of items described in section 702 (a) 
for such year shall be determined, under regulations prescribed by 
the Secretary or his delegate, for the period ending with such sale, 
exchange, or liquidation. 

(2) DisPposITION OF LESS THAN ENTIRE INTEREST.—The taxable 
year of a partnership shall not close (other than at the end of a 
partnership’s taxable year) with respect to a partner who sells or 
exchanges less than his entire interest in the partnership or with 
respect to a partner whose interest is reduced, but such partner’s 
distributive share of items described in section 702 (a) shall be 
determined by taking into account his varying interests in the 
partnership during the taxable year. 

(c) Cross Rererence.—For general rule for the closing of a 


partnership taxable year, see section 706 (c). 
SEC. 765. CERTAIN SALES OR EXCHANGES OF PROPERTY WITH 


RESPECT TO CONTROLLED PARTNERSHIPS. 
Losses pisaLtowED.—No deduction shall be allowed in respect 


of losses from sales or exchanges of property (other than an interest in 
the partnership), directly or indirectly, between 


(1) a person and a partnership in which more than 50 percent of 
the capital interest, or the profits interest, is owned by such person, 

(2) two partnerships in which the same persons own common 
interests of more than 50 percent of the capital interests or profits 
interests, 

(3) a partnership and a corporation in which the same persons own 
common interests of more than 50 percent of the capital interest, « 
profits interest, of the partnership and of the value of the outstanding 
stock of the corporation, or 

(4) a partnership and a trust or estate in which the same persons 
own common interests of more than 50 percent of the capital interest, 
or profits interest, of the partnership and of the value, actuarially 
computed, of the trust or estate. 

(b) APPLICATION OF SECTION 267 

(1) Secrion 267 (a) (1) 1nAPPLICABLE.—WSection 267 (a) (1) shall 
not apply to any sale or exchange between a person and a partnership, 
between two partnerships, or between a partnership and either a corpo- 
ration, a trust, or an estate. 

(2) APPLICATION OF CONSTRUCTIVE OWNERSHIP RULES PROVIDED 
IN SECTION 267 (c).—For purposes of subsection (a), the ownership 
of an interest in a partnership, trust, or estate, or of stock in a corpo- 
ration, shall be determined in accordance with the rules for construc- 
tive ownership of stock provided in section 267 (c) other than paragraph 
(3) ) of such section. 

(3) APPLICATION OF SECTION 267 (d).- -In the case of a subsequent 
saa or exchange by a transferee desertbed in subsection (a), section 
267 (d) shall be applicable as if the loss had been disallowed under 
section 267 (a) (1). If the transferee described in subsection (a) is a 
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partnership, the adjustment referred to in section 267 (d) shall be 

allocated among the partners in a manner which reflects the extent to 

which their interests, or stock ownership, caused the disallowance of 
the loss. 

(ec) Gains TreatTeD AS OrpvInNARY IncomE.—In the case of a sale or 
exchange, directly or indirectly, of property which in the hands of the 
transferee is property of a character which is subject to the allowance 
for depreciation provided in section 167 between— 

(1) a person and a partnership in which more than 80 percent of 
the capital interest, or profits interest, is owned by such person, or 
(2) two partnerships in which the same persons own common 
interests of more than 80 percent of the capital interests or profits 
interests, 
any gain recognized shall be considered as gain from the sale or exchange 
of property other than a capital asset. For purposes of this paragraph 
a person shall be considered as owning any interest owned by his spouse, 
h ms minor ch ildre n, and h 18 m inor grandech ildren. 

(d) Cross Rererence.—For general rules applicable in the case of 
transactions between partner and partnership, see section 707. 

SEC. 766. CONTINUING PARTNERSHIP IN MERGERS OR CONSOLIDA- 
TIONS AND DIVISIONS. 

(a) Mercer or Consouipation.—In the case of the merger 
or consolidation of two or more partnerships, the resulting partner- 
ship shall, for purposes of this section, be considered the continuation 
of any merging or consolidating partnership whose members own an 
interest of more than 50 percent in the capital and profits of the 
resulting partnership. 

(b) Division or A PartTNeRsHIP.—In the case of a division of a 
partnership into two or more partnerships, the resulting partnerships 
(other than any resulting partnership the members of which had an 
interest of 50 percent or less in the capital and profits of the prior 
partnership) shall, for purposes of this section, be considered a con- 
tinuation of the prior partnership. 

(c) Cross RerereNnce.—For general rules applicable in determin- 
ing a continuing partnership, see section 708. 


Subpart B—Interest in Partnership Capital Exchanged for Services 
Sec. 770. Interest in partnership capital exchanged for services. 


SEC. 770. INTEREST IN PARTNERSHIP CAPITAL EXCHANGED FOR 
SERVICES. 

(a) Treatment or Person Perrormine Services.—If a person 
receives an interest in the capital of a partnership in exchange for the 
performance of services for the partnership— 

(1) he shall inelude in gross income (as defined in section 61 (a)) 
the amount provided in subsection (ce), and 

(2) such amount thereupon shall be deemed to be a contribution 
by such person to the partnership. 

(b) TrearmMent or Partner RevinqguisHine InreReEsT IN CAPITAL 
or Partnersuip.—If any partner relinquishes an interest in the capital 
of a partnership in exchange for the performance of services for such 
partnership, with respect to the amount determined in subsection (e)— 


Sec. 708 (b) (2) 


New. 
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Sec. 736, amended. 
See report, item 14. 
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(1) the partnership shall be allowed a deduction, to the extent such 
amount constitutes a trade or business expense (described in section 
162 (a)) to the partnership, and 

(2) the adjusted basis of the partnership properties shall be in- 
creased (in accordance unth the services performed with respect to each) 
to the extent such amount constitutes an amount properly chargeable 
to capital account under section 1016 (a) (1). 

Any deduction allowable under paragraph (1) shall be shared among the 
partners in proportion to the interest in the capital of the partnership 
relinquished by each in exchange for the services. 

(c) Amount Requirep To Be Taken Into Account UNpvER Sus- 
SECTIONS (a) AND (b).—The amount required to be taken into account 
under subsection (a) and subsection (b) by reason of the performance of 
services in exchange for an interest in the capital of the partnership 

(1) if the interest, at the time of the exchange, is not subject to restrie- 
tions or limitations as to its transferability, shall be taken into account 
at the time of the exchange and shall be the lesser of 

(A) the fair market value of the interest at such time, or 
(B) the transferee partner’s proportionate share of the adjusted 
basis of the partne rsh ip prope rty, 

or 

(2) if the interest, at the time of the exchange, is subject to restrictions 
or limitations as to its trans ferability, shall be taken into account at 
the time such rest) ‘ctions or limitations are removed and shall be the 
lesser of 

(A) the fair market value of the services, 
(Bb) the fair market value the interest would have had at the time 
of the exchange had there then been no restrictions or limitations as to 
the transferability of the interest, or 
(C) the transferee partner’s proportionate share of the adjusted 

Lases of the partnership property. 

(d) Receipt or Cerrain Types or Capirat Interest Nor In- 
CLUDIBLE IN Gross Income.—This section shall not apply to the extent 
that an amount representing the interest in the capital of a partnership 
received in exchange for the performance of services for the partnership 
is of the type whic h would not be includible in gross income under section 
61 (a) (relating to the definition of gross income) had no partnership 
existed and had the services been exchanged for an undivided interest in 
property of the type held by the partnership. 


Subpart C—-Termination of Retiring or Deceased Partner’s Interest 


sec. 776. Amounts paid to a retiring partner or a deceased partner’s 
successor in interest. 

777. Partner’s successor receiving income in respect of a 
decedent. 


See 


SEC. 776. AMOUNTS PAID TO A RETIRING PARTNER OR A DECEASED 
PARTNER’S SUCCESSOR IN INTEREST. 
(a) AmMouNTs CONSIDERED AS DISTRIBUTIVE SHARES OR GUARAN- 


TEED PAYMENTS. 


(1) AMOUNTS TO WHICH SUBSECTION IS APPLICABLE.—Amounts 
payable in liquidation of the interest of a retiring partner or a 
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deceased partner shall, except as provided in subsection (b), be 
considered— 

(A) as a distributive share of partnership income to the re- 
cipient if the amount thereof— 

(i) is determined with regard to the income of the partner- 
ship, and 

(ii) is paid, or payable, on or before the 15th day of the 4th 
month following the close of the partnership taxable year with 
respect to which such amount is determined, 

or, 

(B) as if they were a guaranteed payment described in section 
707 (b) if subparagraph (A) is not applicable. 

(2) Timz AMOUNTS PAYABLE ARE TAKEN INTO ACCOUNT.— 
Amounts to which this subsection is applicable shall be considered as 
distributive shares, or shall be deducted, by the partnership and shall be 
included in the gross income of the recipient as of the last day of the 
taxable year of the partnership in which such amount is paid, or 
payable, except that if such amount is paid, or payable, on or before 
the 15th day of the fourth month following the close of the taxable year of 
the partnership with respect to which it 1s determined, it shall be taken 
into account as of the last day of such taxable year of the partnership. , 
(b) Amounts ConsiIDERED As DIstTRIBUTIONS.— 

(1) GENERAL RULE.—Amounts payable in liquidation of the inter- 
est of a retiring partner or a deceased partner shall be considered 
as payable in a distribution by the partnership, and not as a dis- 
tributive share or guaranteed payment under subsection (a), to the 
extent that, under regulations prescribed by the Secretary or his 
delegate, such amounts (other than amounts described in para- 
graph (2)) are attributable to the interest of such partner in partner- 
ship property. 

(2) AMOUNTS NOT CONSIDERED AS COMING UNDER SUBSECTION.-— 
For purposes of this subsection, amounts attributable to an interest 
in partnership property shall not include amounts payable with 
respect to— 

(A) income or gain accruable at the date of death or retirement 
of a partner not previously includible in gross income under the 
method of accounting used by the partnership, to the extent such 
income or gain would be treated as other than an amount received 
from the sale or exchange of capital assets (except that where an 
item of income or gain is of a type which would be eligible for a 
long-term contract method of accounting, the amount accruable at the 
date of death or retirement of a partner shall be determined under 
regulations prescribed by the Secretary or his delegate), or 

(B) good will of the partnership, except to the extent that the 
partners agree that an amount is to be paid with respect to good will. 

(c) Routes ror ApPLiIcATION oF SEcTION.— 

(1) Supsecrion (b) APPLICABLE IF ALL AMOUNTS ARE PAYABLE 
IN 12-MONTH PERIOD.—If all amounts payable in liquidation of an 
interest in a partnership are payable within a 12-month period, such 
amounts shall be considered as a distribution by the partnership, 
and not as a distributive share or guaranteed payment under sub- 
section (a), except to the extent that such amounts areZin excess of 
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the amount attributable to the interest of the partner in partnership 

property and the partners agree that such excess shall be deemed an 

a Wrage to which subsection (a) is applicable. 

AMOUNTS PAID IN MONEY AND OTHER PROPERTY.—Where 
on aa puid in liquidation of a partner’s interest are amounts to 
which both subsection (a) and subsection (b) are applicable and are 
amounts paid both in money and in other property, unless the partners 
agree otherwise such money shall first be deemed to be in payment for 
the amount to which subsection (a) is applicable, and only to the extent 
such money is in excess of such Saal shall it be deemed to be part of 
the amount to which subsection (b) is applicable. 

(3) SuccessoR TO A PARTNERSHIP REQUIRED TO MAKE SECTION 
736 (a) PAYMENTS.—If upon termination of a partnership any person 
assumes a binding obligation of such partnership to pay amounts in 
liquidation of the interest of a retiring partner or deceased partner to 
which subsection (a) was applicable- 

(A) such person shall be entitled to deduct as a trade or business 
expense under section 162 (a) such amounts which are paid or ac- 
crued, but only to the extent that such amounts have not increased the 
adjusted basis of assets of such person or such person is not otherwise 
entitled to reduce taxable income as a result of such payments, and 

(B) the retiring partner, or successor in interest of the deceased 
partner, shall include in gross income under section 61 (a) any such 
amounts recewed from such person. 

(4) MEANING OF THE WORDS “PARTNERS AGREE.” —Where ver in 
this section reference is made to the words “partners agree,” the word 
‘‘nartners”’ shall be deemed to include the retiring partner or the suc- 
cessor 7n interest of a deceased partner. 

Sec. 753, amended. SEC. 777. PARTNER’S SUCCESSOR RECEIVING INCOME IN RESPECT 

peepee eee. OF DECEDENT. 

) Parrner’s Disrrisutive Suare.—Where the partnership taz- 

a x ar with respect to a deceased partner has not closed on or before +34 
death, the entire amount of his distributive share of items described 
section 702 (a) attributable to the portion of the taxable year of the peer 
ship before the date of his death shall be determined and considered income 
in respect of a decedent for purposes of section 691. For purposes of 
section 691 (ec) (2) (B), the amount of such distributive share shall be 
considered as an item described in section 691 (a) (1) without reduction 
for withdrawals from the partnership made by the decedent before the 
date of his death. 

(b) Aceruaste Irems.—Amounts includible in the gross income of 
a successor in interest of a deceased partner which are attributable to 
the decedent's interest in partnership income of the type described 1 
section 776 (b) (2) (A) shall be considered income in respect a a 
decedent for purposes of section 691. 

(c) Amounts InctupisLE IN Gross Income Unper SEcTION 
776 (a) —Any amounts includible under section 776 (a) in the gross 
income oft successor in interest of a deceased partner, to the extent of any 
fair market value at the time of the decedent’s death (or if an election has 
been made under section 2032, any value at the alternate valuation date 
provided by such section) shall be considered income in respect of a de- 
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cedent for purposes of section 691 to the extent not so considered under 
subsection (a) or (6). 

(d) AppLicaTion or Section 1014 (a).—The basis of an interest in 
a partnership acquired from a deceased partner shall, except to the extent 
that the value of such interest reflects amounts to which subsection (b) or 
(c) is applicable, be the basis provided by section 1014 (a) (relating in 
general to the basis of property acquired from a decedent) without taking 
into account subsection (c) of that section. 


Subpart D—Special Adjustments to Basis of Partnership Property 


See. 780. Manner of electing optional adjustments to basis of part- 
nership property. 

Sec. 781. Optional adjustment in case of distribution of property. 

Sec. 782. Optional adjustment in case of transfer of interest. 

Sec. 783. Allocation of basis for optional adjustments. 

Sec. 784. Special basis to transferee upon subsequent distribution. 

See. 785. Special basis to transferee upon subsequent sale or ex- 
change. 


SEC. 780. MANNER OF ELECTING OPTIONAL ADJUSTMENTS TO BASIS 
OF PARTNERSHIP PROPERTY. 
If a partnership 
(1) files an election with respect to distributions of property, the 
basis of partnership property shall be adjusted in the manner pro- 
vided in section 781 with respect to all distributions, or 
(2) files an election with respect to transfers of partnership in- 
terests, the basis of partnership property shall be adjusted in the 
manner provided in section 782 with respect to all such transfers, 
during the taxable year for which such election was filed and all subse- 
quent taxable years. Hither such election may be filed, or changed, at 
any time prior to the expiration of 3 years after the time prescribed by 
law for the filing of the partnership return for the taxable year, not in- 
cluding any extensions of such time. An election filed under either 
paragraph (1) or (2) otherwise may be revoked by the partnership, 
subject to such limitations as may be provided by regulations pre- 
scribed by the Secretary or his delegate. 
SEC. 781. OPTIONAL ADJUSTMENT IN CASE OF DISTRIBUTION OF 
PROPERTY. 

(a) Mretuop or ApsustmMEeNT.—In the case of a distribution of 
property to a partner, a partnership, with respect to which the elec- 
tion provided in section 780 (1) is in effect, shall 

(1) increase the adjusted basis of partnership property by the 
excess of the adjusted basis to the partnership of the property distributed 
over the reduction, as a result of the distribution, in the distributee 
partner’s proportionate share of the adjusted basis of the partnership 
property, or 

(2) decrease the adjusted basis of partnership property by the 
excess, if any, of the reduction, as a result of the distribution, in the 
distributee partner’s proportionate share of the adjusted basis of the 
partnership property over the adjusted basis to the partnership of the 
property distributed, 

except that the partnership shall not be required to make any adjustment 
with respect to partnership property vf the distribution, with respect to 
which such adjustment would otherwise be required to be made, would 
result in an upward or downward aggregate adjustment to partnership 


Sec. 754, amended. 
See report, item 20. 


Sec. 734 (b) and (c) 
amended. See report, 
item 12. 
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Sec. 743 (b) and (c) 
amended. See 
report, item 16. 


Sec. 755 amended. 
See report, item 21. 


property of less than $1,000. For purposes of this subsection a partner’s 
proportionate share of the adjusted basis of partnership property shall 
be determined in accordance with his interest in partnership capital, and 
the adjusted basis of partnership property shall be determined by taking 
into account any agreement described in section 761 (a) (relating to effect 
of partnership agreement on contributed property) but without regard to 
any adjustment (described in section 782) to partnership property with 
respect to a transferee partner only. 

(b) ALLocaTion or Basts.—The allocation of basis among partner- 
ship properties where subsection (a) is applicable shall be made in 
accordance with the rules provided in section 783. 

(c) Cross Rererence.—For general rule as to adjustment to basis 
of partnership property upon a distribution, see section 734. 

SEC. 782. OPTIONAL ADJUSTMENT IN CASE OF TRANSFER OF 
INTEREST 

(a) ADJUSTMENT TO Basis or ParTNERSHIP ProprertTy.—In the 
case of a transfer of an interest in a partnership by sale or exchange 
or upon the death of a partner, a partnership with respect to which 
the election provided in section 780 (2) is in effect shall— 

(1) increase the adjusted basis of the partnership property by 
the excess of the basis to the transferee partner of his interest in 
the partnership over his proportionate share of the adjusted basis 
of the partnership property, or 

(2) decrease the adjusted basis of the partnership property by 
the excess of the transferee partner’s proportionate share of the 
adjusted basis of the partnership property over the basis of his 
interest in the partnership, 

except that the partnership shall not be required to make any adjustment 
unth respect to partnership property if the transfer, with respect to which 
such adjustment would otherwise be required to be made, would result 
in an upward or downward aggregate adjustment to partnership property 
of less than $1,000. Under regulations prescribed by the Secretary 
or his delegate, such increase or decrease shall constitute an adjust- 
ment to the basis of partnership property with respect to the transferee 
partner only. A partner’s proportionate share of the adjusted basis 
of partnership property shall be determined in accordance with his 
interest in partnership capital and, in the case of an agreement 
described in section 761 (a) (relating to effect of partnership agree- 
ment on contributed property), such share shall be determined by 
taking such agreement into account. In the case of an adjustment 
under this subsection to the basis of partnership property subject to 
depletion, any depletion allowable shall be determined separately for 
the transferee partner with respect to his interest in such property. 

(b) AtLocation or Basits.—The allocation of basis among part- 
nership properties where subsection (a) is applicable shall be made 
in accordance with the rules provided in section 783. 

(c) Cross Rererence.—For general rule as to adjustment to basis 
of partnership property upon a transfer of an interest, see section 
743. 


SEC. 783. ALLOCATION OF BASIS FOR OPTIONAL ADJUSTMENTS. 
(a) GeneRAL Rute.—Any increase or decrease in the adjusted 
basis of partnership property under section 781 (relating to the 
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optional adjustment to the basis of undistributed partnership prop- 
erty) or section 782 (relating to the optional adjustment to the basis 
of partnership property in the case of a transfer of an interest in a 
partnership) shall, except as provided in subsection (b), be allocated— 

(1) in a manner which has the effect of reducing the difference 
between the fair market value and the adjusted basis of partnership 
properties, or 

(2) in any other manner permitted by regulations prescribed by 
the Secretary or his delegate. 

(b) Spectan Rutes ror Disrrisurions.— 

(1) No ALLOCATION OF BASIS TO SECTION 751 AssETS.—In apply- 
ing the allocation rules provided in subsection (a), increases or 
decreases in the adjusted bials of partnership property arising from 

a distribution attributable to property consisting of section 751 assets 
(other than property described in section 751 (b)) shall be made to 
partnership property other than such 751 assets. 

(2) CERTAIN ADJUSTMENTS TO BASIS NOT TO BE MADE.—In 
applying the special allocation rules in paragraph (1), no account 
is to be taken of any decrease or increase otherwise required to the 
adjusted basis of partnership property to the extent such adjustment 
would decrease the adjusted basis of partnership properties below 
zero or increase the adjusted basis of such properties above their fair 
market values. 

SEC. 784. SPECIAL BASIS TO TRANSFEREE UPON SUBSEQUENT 
DISTRIBUTION. 

Tor purposes of section 732, a partner who acquired all or a part of 
his interest by a transfer with respect to which the election provided in 
section 780 (2) is not in effect, and to whom a distribution of property 
(other than money) is made with respect to the transferred interest 
within 2 years after such transfer, may elect, under regulations pre- 
scribed by the Secretary or his delegate, to treat as the adjusted part- 
nership basis of such property the adjusted basis such property would 
have if the adjustment provided in section 782 were in effect with 
respect to the partnership property. The Secretary or his delegate 
may by regulations require the application of this section in the case 
of a distribution to a transferee partner, whether or not made within 
2 years after the transfer, if at the time of the transfer the fair market 
value of the partnership property (other than money) exceeded 110 
percent of its adjusted basis to the partnership. 


Sec. 732 (d) 
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SEC, 785. SPECIAL BASIS TO TRANSFEREE UPON SUBSEQUENT New. See report, 


SALE OR EXCHANGE, 
For purposes of determining the partnership basis allocable to section 
751 assets under section 749, a partner— 

(1) who acquired all or a part of his interest in partnership property 
by transfer with respect to which the election under section 780 (2) is 
not in effect, and 

(2) who, within two years after such prior transfer, sells or exchanges 
an interest in the partnership to which section 749 is applicable, 

may elect, under regulations prescribed by the Secretary or his delegate, 
to treat as the adjusted basis of the section 751 assets the adjusted basis 
the assets would have if the adjustment provided by section 782 were in 
effect with respect to such assets. 


item 17. 
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Sec. 761, amended. 
See report, item 22. 


PART IV—DEFINITIONS 


Sec. 788. Terms defined. 
SEC. 788. TERMS DEFINED. 

(a) PARTNERSHIP.— 

(1) DEFINITION OF PARTNERSHIP.—For purposes of this subtitle, 
the term ‘‘partnership” includes a syndicate, group, pool, joint ven- 
ture, or other unincorporated organization through or by means of 
which any business, financial operation, or venture is carried on, and 
which is not, within the meaning of this title, a corporation or a trust 
or estate. 

(2) ORGANIZATIONS EXCLUDED.—An unincorporated organization 
described in paragraph (3) shall be excluded from the application of all 
of this subchapter, unless it elects in the manner and at the time provided 
in regulations prescribed by the Secretary or his delegate, either 

(A) to be treated as a partnership, or 
(B) to be excluded from the application of part of this subchapter 

: the extent provided by such regulations. 

) DEFINITION OF EXCLUDED ORGANIZATIONS.—For purposes of 
ae ph (2) an unincorporated organization shall be such an organ- 
ization availed of— 

(A) for investment purposes only and not for the active conduct 
of a business, or 

(B) for the joint production, extraction, or use of property, but 
not for the purpose of selling services or property produced or 
extracted. 

(4) Inrormarion reQuireD.—If an organization described in para- 
graph (3) is excluded from the application of all of this subchapter, it 
shall file such information with respect to the nature of its operations 
and the identity of its members as shall be required by regulations to be 
pre: scribed by the oeenetary or his dele gate. 

(b) PartNE - purposes of this subtitle, the term “partner’’ 
means a member of a partnership. 

(c) PARTNERSHIP AGREEMENT.—For purposes of this subchapter, a 
partnership agreement includes any modifications of the partnership 
agreement made prior to, or at, the time prescribed by law for the 
filing of the partnership return for the taxable year (not including 
extensions) which are agreed to by all the partners, or which are 
adopted in such other manner as may be provided by the partnership 
agr pine 

(d) LiqurpaTION or A PARTNER’s INTEREST. —For purposes of this 
subchapter, the term “liquidation of a partner’s interest”? means the 
termination of a partner’s entire interest in a partnership by means of 
a distribution, or a series of distributions, to the partner by the 
partnership. 
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PART V—EFFECTIVE DATE FOR SUBCHAPTER 
Sec. 791. Effective date, 


SEC. 791. EFFECTIVE DATE. Sec. 771 (a) and (b). 
(a) GeneERAL RvuLE.— 

(1) TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1954.— 
Except as provided in subsection (b), this subchapter shall apply 
with respect to— 

(A) any partnership taxable year beginning after December 

31, 1954, and 

(B) any part of a partner’s taxable year falling within such 
partnership taxable year. 

(2) APPLICATION OF PRIOR PROVISIONS.—Except as provided in 
subsection (b), sections 113 (a), (13), 181 to 191 (inclusive), and 
3797 (a) (2) of the Internal Revenue Code of 1939 shall apply with 
respect to— 

(A) any partnership taxable year beginning before January 1, 

1955, and 

(B) any part of a partner’s taxable year falling within such 
partnership taxable year. 
(b) SpeciraL RuLEs.— 

(1) ADOPTION OF TAXABLE YEAR.—Section 706 (b) (relating to 
the adoption of a taxable year by a partnership or partner) shall 
apply to— 

(A) any partnership which adopts, or changes to, a taxable 
year beginning after April 1, 1954, and 
(B) any partner who changes to a taxable year beginning after 

April 1, 1954. 

For the pur pose of applying this paragraph, section 708 and section 
766 (relating to the continuation of a partnership) shall be effective 
for taxable years beginning after April 1, 1954. 

(2) PRoPERTY DISTRIBUTED BY A PARTNERSHIP.—Section 750 
(re Siting to the character of gain or loss on the disposition of prop- 
erty distributed by a partnership) shall apply only to property 
distributed by a partnership after March 9, 1954. 

(3) Secrion 751 AsseTs.—Sections 749 and 751 shall apply with 
respect to gain or loss to a seller, distributee, or partnership in the 
case of a sale, exchange, or distribution occurring after March 9, 
1954. For the purpose of applying this paragraph in the case of a 
taxable year beginning before January 1, 1955, the other sections 
of this subchapter shall be applicable to the extent provided by 
regulations prescribed by the Secretary or his delegate. 

(4) PARTNER RECEIVING INCOME IN RESPECT OF DECEDENT.— 
Section 777 (relating to income in respect of a decedent) shall apply 
only in the case of payments made with respect to decedents dying 
after December 31, 1954. 

O 





